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Preface

This audit guide has been prepared to assist the independent
auditor in his examination of voluntary health and welfare
organizations. Neither the Accounting Procedures Committee
nor its successor, the Accounting Principles Board, has issued
at this time any pronouncement on what may be considered
"Generally Accepted Accounting Principles for Nonprofit Organizations."
The guide does not represent the establishment of accounting principles in this area as it is recognized that, at the present
time, questions exist regarding certain accounting practices followed by some voluntary health and welfare organizations. These
matters are unsettled and in a state of evolution. Accordingly,
this guide discusses those accounting practices that are currently
being followed, in general, by voluntary health and welfare
organizations.
The audit guide discusses appropriate reporting practices in
various circumstances and points up the need in certain instances for the expression of qualified and adverse opinions or
disclaimers of opinion. Whenever practicable, independent auditors should apply sufficient auditing procedures to avoid qualifications or disclaimers of opinion based on a limited scope;
such auditing procedures are discussed in various chapters of
the guide.
Committee on Relations with
Nonprofit Organizations
October 1966
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Introduction
Voluntary health and welfare organizations are those nonprofit organizations which derive their revenue primarily from
voluntary contributions, to be used either for general or specified purposes connected with health, welfare and the common
good. Their governing boards are responsible not only for raising revenue, but also for furthering the organizations' objectives
through the management of assets and expenditure of revenue.
The independent auditors report, therefore, assumes particular
importance, and he should be aware of the basic differences between commercial and voluntary health and welfare organizations. Some of these are:
1. Differences in purpose, causing matters to become significant
in charitable organizations' financial reports which, for commercial organizations, would not require disclosure.
2. The voluntary nature of contributions creates internal control problems.
3. Deficiencies in bookkeeping competence and effective internal control, resulting from the use of volunteer or semivolunteer accounting and clerical personnel.
4. The use of affiliates without ownership of equity interests,
and without the practice of consolidation.
These basic differences between voluntary health and welfare
organizations and business enterprises, particularly the difference
in purpose, have in some instances led to somewhat different
applications of accepted accounting practices in the voluntary
7

health and welfare field. The existence of such difference in
application, where appropriate, should not ordinarily cause any
variation from the standard short-form auditors opinion.
It should be recognized that the independent auditor has the
professional responsibility to determine in each instance whether,
in his opinion, the accounting practices applied have resulted in
a fair presentation.
In December 1964, the National Health Council and National
Social Welfare Assembly published a report entitled Standards of
Accounting and Financial Reporting for Voluntary Health and
Welfare Organizations, which proposed the adoption by such
organizations of standardized accounting and reporting practices.
These standard accounting and reporting practices were compiled by a committee having representation from the contributing
public, United Fund groups, regulatory bodies, independent
charitable information agencies, voluntary health and welfare
agencies and the accounting profession.
The prescribed standard accounting and reporting practices
will, if consistently applied, result in reducing the variety of
reporting practices since Standards provides, in general, only
one method of application of certain accounting practices. In
addition, standard formats and rules governing the content and
indicating the level of disclosure of financial statements published by voluntary health and welfare organizations are set
forth.
The above discussion should in no way be construed as an
endorsement or disagreement with the Standards publication.
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Chapter 1

Fund Accounting
A "fund" is an asset or group of assets, together with associated
accountabilities (liabilities and equities), which are related as to
activity or purpose and maintained as an accounting entity. Fund
accounting is a double entry system for recording the transactions of each of several funds, which are separate accounting
entities, with reciprocal entries for transactions between funds.
Voluntary health and welfare organizations function in various
capacities: as operator, trustee or agent, and owner. For the function of operator, fund accounting is an answer to the need for
information as to availability of assets for current use, since the
use of donated assets may be restricted. In addition, the use
of fund accounting assists the organization to carry out its legal
responsibility as trustee or agent with respect to assets which
are held by it, and, as an owner, the 4 capital investment" in
physical property used by the organization is segregated so as
not to appear available for any other purpose.
To comply with fund accounting concepts, the following funds
would ordinarily be established as separate accounting entities
containing accounts for assets, liabilities, income, expenditures,
services and other balances necessary to set forth the operation
and condition of the fund:
A. Current general funds
The net amount of unrestricted contributions, bequests, grants
or revenue remaining for future expenditure.
9

B. Current restricted funds
1. Gifts and grants expendable only for purposes specified
by donor or grantor. Gifts in this context would include
income from assets held by independent trustees where
the organization is the beneficiary of trusts and where
the amounts received may be spent for donor-specified
purposes only.
2. Income from temporary investments of restricted funds
(such as B-1 above), unless permitted by law to be used
for general purposes.
3. Income from funds, the principal of which is not expendable (see D below), and the income of which is
expendable for donor-specified purposes only.
C. Plant funds
1. Unexpended grants and appropriations held as cash or
temporary investments for future purchases of plant and
equipment.
2. Amount of equipment, buildings and other tangible fixed
assets held for use in the organization's operations.
D. Endowment funds and funds functioning as endowment funds
1. The principal amount of gifts and bequests accepted under the donors' stipulations that the principal amount is
nonexpendable at date of reporting.
2. Assets assigned to the endowment group by agency's governing board to be administered as endowment.
3. Accumulated net gains from the sales of investments made
by such funds.
E. Loan funds
Held for loan, including amounts of loans outstanding and
accumulated income of such funds.
F. Annuity funds
Held under annuity agreements.
G. Custodial funds
Held as agent for others.
Assets of the current general fund and the current restricted
fund may be segregated or combined, according to the policy of
10

the organization's governing board, so long as the restricted fund
balances (accountabilities) are segregated.
In some instances, financial position and operating results may
be fairly presented without the use of fund accounting. When
fund accounting is not used, particular care must be exercised
to identify (a) those assets which, because of donor restrictions,
may not be expended, and (b) that portion of the organization's aggregate fund balances which is restricted as to use. The
latter form of restriction includes not only endowments but also
other amounts restricted by donors as to use for which there
may be no requirement for asset segregation. If assets are restricted as to use, an equivalent segregation of fund balance is
normally appropriate.
In some instances, fund accounting is used on a limited basis
in that separate funds are utilized only for certain of the restricted accountabilities indicated above. In other instances fund
accounting is utilized on a complete basis for record-keeping
purposes, but financial statements are prepared on a combined
basis so that they will be less complex and, presumably, more
understandable to the general public. Each situation should be
considered and financial statements prepared which will be
meaningful and informative, due regard being given to the various restricted accountabilities involved.
The accounting practices discussed in this guide are not arranged according to particular funds, as such practices usually
involve more than one fund. The discussion of restricted gifts
in part applies to donations to the endowment fund, and the
treatment of fixed assets affects the current fund as well as the
plant fund. The guide does not contain a complete discussion of
the accounting for endowment, loan, annuity and custodial funds.

11

Chapter 2

Current Restricted Funds
Varying practices are followed by voluntary health and welfare organizations in reporting on gifts. Some of the practices
ordinarily followed are discussed below.
1. Gifts which are restricted for donor-designated purposes, even
though such uses may be similar to other operating purposes
of the organization, are regarded as additions to the current
restricted fund.
2. Gifts, contributions, bequests or grants, the use of which is
restricted by the donor or testator to designated operating
purposes, are included in current revenue only to the extent
that expenditures have been incurred for the designated purposes during the reporting period. Similarly, income earned
through the investment of endowment fund assets may be
restricted by the donor as to use and is included in current
revenue only to the extent expenditures are actually made.
In either case, the remaining unexpended contributions or
unexpended restricted income from endowment would be
included with the current restricted fund, since the current
general fund is usually regarded as being available for unrestricted use.
12

Some agencies may follow the practice of voluntarily restricting certain donations. This restriction may be a designation of
the purpose for which the donations are to be expended, or the
governing board may direct that the donation may serve as an
addition to the endowment fund. Such self-imposed restrictions
should not result in the exclusion of these donations from current revenue; any restrictions which the governing board may
impose upon revenues can also be removed by the governing
board and consequently would not constitute restrictions.
Where the restriction is merely a designation by the board of
the purpose for which certain contributions are to be expended,
accounts for each such purpose may be carried in the current
general fund group. Such appropriation for special purposes are
established by a charge directly to the general fund balance
and should only be reduced by transfers back to the general fund
balance. The unexpended balances of the appropriation are reported in the current general fund balance sheet, and the expenditures from such special projects would be reported in the
statements of current revenue and expenditures.
Even though all unrestricted donations are recorded initially
as revenue of the current general fund, the governing board may
ultimately place such donations in the endowment fund as excess
cash becomes available by a transfer from the general fund
balance to the endowment fund. The essential requirement for
fairfinancialstatement presentation is that all unrestricted donations be recorded as revenue of the current general fund when
received.
Contributions which have been appropriated by the governing
board for special purposes should be identified on the balance
sheet as "funds functioning as endowment," as distinguished
from contributions specified by donors as "endowment funds."
For practical reasons, many organizations deposit restricted
gifts in a restricted bank account but make the applicable expenditures out of current general fund cash, with periodic
transfers of accumulated totals from the restricted bank account.
Illustrations of the recording of restricted revenue and expenditures under this arrangement are shown on the following page:
13

Debit

Transaction

Credit

In the current restricted
fund

Receipt of gift, usable for Cash or pledges
restricted purpose only receivable
— amount of revenue
At year end, at completion of expenditures or
at other interim date —
amount of expenditures
Liquidation of the interfund debt

Current restricted
fund balance
Due to current
general fund

Cash

Expenditure accounts
Due from current
restricted fund

Cash

In the current general fund

Expenditures for the restricted purposes
At year end, at completion of expenditures or
at other interim date —
amount of expenditures
Liquidation of the interfund debt

Current restricted
fund balance (detailed by gift or
type of restriction)
Due to current
general fund

Cash

Revenue accounts

Due from current
restricted fund

If restricted donations are invested temporarily pending the
time for expenditure, the income from such investments may or
may not be restricted depending on a legal interpretation of the
donors' restrictions.
Auditing Procedures

The normal procedures for audit of general gifts, as outlined
in Chapters 7 and 8, are also appropriate to the audit of restricted gifts and funds. In addition, an audit of restricted gifts
and funds should include procedures which are necessary to
verify the nature and character of the restrictions and whether
or not the restrictions have been properly observed.
Restrictions on the use of a gift may have been placed by the
donor, in which case the auditor should examine evidence of the
restrictions. This evidence may be in the form of a letter from the
14

donor and an acceptance letter from the organization. Examination of duplicate receipts may disclose other evidence of restrictions, acknowledged by notations or explanations written on the
receipts. In some cases the auditor may find it necessary to obtain a direct communication from a donor as to the nature and
terms of his restrictions, in order to formalize informal restrictions which are being recognized by the board.
Besides satisfying himself as to the origin, character and terms
of the restrictions,tibeindependent auditor should make sufficient
tests of the records and perform such other auditing procedures
as are necessary to satisfy himself that the restrictions have been
properly observed and applied in determining the unexpended
balance of each restricted gift or fund. In addition, in the examination of the various funds, it may be found that amounts
which should have been treated as restricted have been improperly mingled with general funds or have otherwise lost their
identity. Examples of errors of commission or omission might
include use of unexpended plant fund cash for current operations,
use of endowment fund assets for unauthorized purposes, failure
to set aside sinking funds as required by bond indentures, making unauthorized transfers between funds designated for specific
purposes, or creating fund overdrafts by spending more than
the amounts available in certain funds.
If, according to a decision of the organization's governing
board, current general fund and current restricted fund assets
are combined, the independent auditor should ascertain whether
the amount of unexpended restricted fund assets on the balance
sheet is held in cash and temporary investments, in order to
ascertain that restricted revenue has not been expended for
general purposes.
If the donor of revenue specified restrictions as to its use, and
also specified that until the gift is expended it should be maintained in a restricted fund, the independent auditor should report any violations of such restrictions to appropriate officers of
the organization, and should recommend that any resulting liabilities between funds or to other parties be shown in the financial
statements. If such violations are not properly reported, the independent auditor should appropriately qualify his opinion.
15

Chapter 3

Interfund Indebtedness
Interfund indebtedness arises from the fact that each fund is
a separate accounting entity. When an expenditure is made from
a fund, for the benefit of another fund, the transaction must be
recorded in both funds, with reciprocal accounts in each fund
giving effect to the resulting indebtedness.
Some examples of interfund indebtedness accounts which may
be encountered in the current general fund are:
Due to sinking fund — representing amounts which are to be
transferred from the general fund to meet requirements of a
bond indenture.
Due from current restricted fund — representing amounts paid
from a current general fund for restricted fund purposes.
Due from plant fund — representing the current general funds
expenditure for assets, subject to reimbursement from the plant
fund.
Auditing Procedures

Since each fund is a separate accounting entity, the examination of interfund indebtedness should generally include proce16

dures similar to those which would be appropriate in auditing
accounts representing indebtedness between affiliated companies.
Attention should be given to the character and propriety of interfund transactions and balances as well as to verification of
their existence and amounts. In addition, the related interfund
accounts should be compared to assure that their balances are
in agreement; in a combined fund statement for the organization
as a whole, the interfund balances would ordinarily be eliminated.
The independent auditor should examine the minutes or other
documents for authorization of interfund indebtedness. If the
indebtedness is in written form, the obligations should be examined.
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Chapter 4

Bases of Accounting
Financial statements of voluntary health and welfare organizations are generally prepared on one of the following bases:
1. Accrual basis. Financial statements prepared on this basis
conform to the practices of business in general, with respect
to such items as receivables, inventories, prepayments, and
accrual of liabilities.
2. Cash basis. Financial statements prepared on a cash basis reflect cash receipts and disbursements only.
The accrual basis is ordinarily necessary for fair presentation
of financial position and operating results of voluntary health
and welfare organizations. The independent auditor should carefully consider the propriety of expressing an unqualified opinion
onfinancialstatements prepared on the cash basis which purport
to present financial position and results of operations in accordance with generally accepted accounting principles. Such an expression of opinion is appropriate only if the financial statements
do not differ materially from statements prepared on an accrual
basis. If cash basis statements do not purport to present financial
position or results of operations, they may be considered as special purpose statements. (See Chapter 13, paragraphs 5 and 6, of
Statements on Auditing Procedure No. 33.)
An additional basis of accounting, known as the "modified
accrual basis," has been in use by certain types of voluntary
18

health and welfare organizations. Under this method such items
as receivables, inventories and payables may be accounted for
on an accrual basis, while other items such as income from investments, insurance, rent, salaries, etc., may be accounted for
on the cash basis. Financial statements prepared on this basis
may not fairly presentfinancialposition and results of operations,
depending ontibemateriality of the items omitted. (See Chapter
13, paragraph 7, of Statements on Auditing Procedure No. 33.)
Matching of Revenues and Expenses

The operating statements of voluntary health and welfare organizations should be prepared to effect a matching of revenues
with applicable expenses. The nature of this matching process is
principally influenced by the types of activities engaged in by
the agency and by the timing of its fund-raising activities. Different accounting techniques are used to effect a proper matching of revenues and expenses depending on which of two
different types of agencies are involved. These agencies may be
described as follows:
A. Certain organizations conduct fund-raising campaigns which
specify that their purpose is to provide support for an operating program to be conducted in a designated period of time.
This type of agency is typified by the federated fund-raising
organizations such as the local community funds or united
funds. Agencies other than federated types may be included,
however, if they have generally the following characteristics:
1. Annual campaigns are conducted for funds.
2. The funds so collected are used to provide support to
other eleemosynary organizations or are used to support
the internal program of the agency itself. Such an agency
will specify the period the donations received will be
(a) transferred to the organizations supported or (b) used
to support its own programs.
B. Other organizations conduct continuing campaigns for donations to support continuing programs related to health and
welfare. This type of organization is generally one which is
19

devoted to providing funds for research and treatment related to a specified disease or social or community problem
and does not earmark its appeal to a specified period of
program support.
In terms of matching revenues with expenses, the type A
organization will include only revenues and the related fundraising expenses in its operating statement when the program
for which the funds were solicited is actually carried out. Accordingly, this will require that donations (including pledges)
received in the current fiscal year and applicable to programs
of a subsequent fiscal year be included as deferred income in
the financial statements of the current fiscal year. Applicable
fund-raising expenses should also be recorded as prepaid expenses. In all cases where this type of accounting is appropriate,
it is essential that the program period to which the funds are
allocated be clearly specified and that the amounts so deferred
be examined by the independent auditor. In the absence of clear
evidence as to a specified program period, donations should be
included in the current operating statement when received.
Donations to type B organizations should be included in the
current operating statement unless the donor specifically restricts the use of the contribution to another period.
While many (perhaps most) type A organizations do in fact
report revenues and expenses on the basis described above, many
others have over the years adopted the accounting practices of
type B organizations because the agencies were not required to
use the funds solicited solely in the period for which initially
solicited.
Accounting for Pledges

The realizable amounts of uncollected contributions or pledges
should be recorded as revenue for fair presentation. Year to year
fluctuations in the amount of uncollected pledges may cause
statements reporting revenue from contributions on a cash basis
to be misleading. In the determination of revenue, there is no
basic accounting difference between the obtaining of contribu20

tions of cash and the obtaining of pledges. In the case of contribution income arising from united campaigns, donor groups
and other organizations, any amounts allocated but not received
on the balance sheet date would be readily determinable and
should be recorded in the same manner as pledges receivable.
Adjustments of allowances for uncollectible pledges should be
made in the current fiscal year,s operating statement. If the
organization previously failed to record pledges, only the net
amount considered collectible should be recorded on the financial statements at the year end.
The net amount of pledges receivable to be included in financial statements at any year end as an asset and as a part of
revenue from contributions varies with several conditions found
in voluntary organizations:
1. The amount of the allowance for uncollectible pledges, which
depends upon the agencies' collection policy and past experience.
2. The length of time from the start of the organization's annual campaign to the end of its fiscal year. (To minimize
pledges receivable at the balance sheet date, a campaign
should ideally start at the beginning of the fiscal year, allowing the maximum length of time for the collection of pledges
received during the early part of the campaign.)
3. The determination of the period in which pledges should be
recorded as revenue in accordance with the various situations
considered above.
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Chapter 5

Fixed Assets and Depreciation
This chapter discusses various problems related to the financing,
acquisition, depreciation and replacement of fixed assets.
The general practice of voluntary health and welfare organizations is to record transactions involving land, buildings and
equipment in a separate plant fund. This practice enables the
organization to record the conduct of its current operations in
accounts which reflect only expendable assets. In carrying out
this purpose the current general fund serves as:
1. An expendable fund used for budget purposes.
2. A working-capital fund holding accounts receivable and inventories of materials and supplies.
Since the current general fund thus represents net workingcapital maintained by the organization, the inclusion of fixed
assets among the current general fund assets would unnecessarily
confuse its composition; therefore, all fixed assets carried on the
books of the organization are preferably recorded in a separate
plant fund. As a practical matter, purchases of plant and equip22

ment can be made from the current general fund and subsequently transferred to the plant fund.
An alternative procedure, involving the carrying of fixed assets
as part of the current general fund, is frequently found in practice in the case of smaller voluntary health and welfare organizations. If the independent auditor feels that this practice is
appropriate in any particular case, he should be certain that the
financial statements reported upon adequately disclose the method followed.
The two primary methods currently employed in accounting
for fixed assets of voluntary health and welfare organizations
are described below.
Method No. 1
This method involves the application of the accounting procedures followed by commercial enterprises in capitalizing and
depreciating fixed asset purchases. Depreciation expense is
recorded in the current fund and closed to the current general
fund balance in the same manner as other expense accounts.
The disposition of the credit balance in the current fund account for accumulated depreciation depends on whether or
not depreciation is "funded."
Method No. 2
This method ignores depreciation of buildings and equipment.
Acquisitions are recorded at cost and may be transferred to
the plant funds with a corresponding increase in the liabilities
or principal of the plant fund.
At the present time both methods are considered to be acceptable by independent auditors of voluntary health and welfare
organizations. In general, the type of fixed assets on which depreciation is not provided will be limited to those assets which,
in the judgment of the governing board of the institution, are
expected to be replaced by special contributions from the public
(e.g., by means of a building fund campaign) at such time as
replacement is required. Depreciation would normally be more
appropriate for those assets which must be maintained and renewed from current revenue. The policy of the agency regarding
23

depreciation is normally disclosed in a footnote to the financial
statements.
Mr. Dickens believes that depreciation should be recognized
in all instances in the statement of operations whenever it is
material.
Mr. Adams believes that the general concept (in which he
concurs), set forth in Chapter 5, of separate fund accounting for
fixed assets and the organization's equity therein makes it unnecessary (and confusing to the reader) to record depreciation
as a current general fund transaction purporting to reduce such
funds net assets (by means of an income charge for depreciation) and purporting to offset this decrease by an equivalent
increase in the same funds net assets (described as "contribution
from plant fund"). He takes no exception to recording expiration
of service life of fixed assets within the plant fund by an equivalent reduction in the fixed assets and the equity therein, nor to
replacement accounting whereby a provision for replacement
charged to the current general fund is funded by a cash (or
other asset) transfer from the current general fund to the plant
fund.
0

0

0

Any change in an organization's depreciation practices should
be disclosed by the independent auditor in his report. (See Chapter 8 of Statements on Auditing Procedure No. 33.)
Depreciation is ordinarily provided for depreciable assets of
endowment funds, or assets which must be replaced pursuant
to the terms of its original donation.
Since both methods of accounting forfixedassets are at present
accepted, no qualification of the independent auditor's opinion
is ordinarily required.
The practice of carrying fixed assets at nominal values is not
considered to be acceptable.
In some cases where fixed assets are carried in a plant fund
and depreciation is not reflected in the statement of revenue and
expenditures, the organization's governing board may authorize
annual depreciation provisions within the plant fund.
24

Some organizations follow the policy of annually transferring
from the current general fund to the plant fund an amount of
cash or securities. The amount transferred is often equivalent to
the provision for depreciation. The purpose of this procedure is
to provide a fund of cash or securities for replacement of present
facilities or for future expansion; ordinarily, however, the assets
may also be used for any other purpose designated by the board
of directors. This practice is referred to as "funding the depreciation." While the amount segregated is often equivalent to the
annual depreciation charge, it may be more or less dependent
upon the availability of excess cash or securities. Plant and
equipment purchased would usually be paid for out of these
replacement funds; however, there is no requirement to do so.
Since funding the depreciation is dependent upon having available cash, an organization which operates at a deficit would
probably not be able to produce sufficient funds from operations
for this purpose.
It should be noted that the practice of "funding depreciation,"
or otherwise setting aside of funds for the purpose of replacement or expansion of facilities, merely represents a segregation,
or earmarking a portion of the resources of the agency so that
such reserves will be available for the intended use when required. The annual amount so set aside or otherwise segregated
(often referred to as a "provision for replacement") would not
be considered as a charge against operations. If a plant fund
were the repository for the amounts to be set aside, the entries
required to record "funding of depreciation" would be as follows:
Current general fund
Dr. Current general fund balance
Cr. Cash (or, due to plant fund)
Plant fund
Dr. Cash (or, due from current general fund)
Cr. Plant fund balance (or, a segregation of plant fund
balance entitled "Reserve for replacement and expansion )
25

The preceding entries illustrate that the annual segregation of
funds, or "replacement provision," merely represents a transfer
of resources between the current general fund and the plant
fund. This may be contrasted with the provision for depreciation, which does represent a charge against operations, in that
depreciation represents the periodic amortization of the cost of
capital assets. The entries to record the provisions for depreciation, where a plant fund is used, are as follows:
Current general fund
Dr. Depreciation expense
Cr. Current general fund balance/
Plant fund
Dr. Plant fund balance
Cr. Accumulated depreciation
For financial statement purposes the above credit to the current
general fund balance is often described as a "contribution from
the plant fund"; the charge to the plant fund balance would be
considered a "donation to the current general fund." Where an
amount is set aside for future replacement or expansion of
facilities, the resulting debit to the current general fund balance
(see sample journal entries on funded depreciation) is often
offset against the credit arising from the provision for depreciation, and only the net amount is shown in the financial statements. In the plant fund, the corresponding entries might also
be offset.
Auditing Procedures

The requirements for the examination of land, buildings and
equipment of voluntary health and welfare organizations are
similar to the requirements of commercial audits.
In addition, the independent auditor should satisfy himself as
to the following requirements applicable primarily to voluntary
health and welfare organizations:
26

1. Gifts of land, buildings and equipment and contributions
restricted for purchase thereof are appropriately recorded in
the accounts.
2. Cash and securities held for purchase of land, buildings and
equipment are properly segregated according to restrictions
of donors.
3. The unexpended balance of funded depreciation is accounted
for in accordance with the stipulations of the governing board.
4. Transfers between fund accounts for depreciation charges,
property additions, funding of depreciation and current maturities of long-term debt are appropriately recorded.
5. Amounts included in special purpose funds or the current
general fund for purchase of equipment have been appropriately recorded.

27

Chapter 6

Investments
Voluntary health and welfare agencies may carry investment
portfolios for the following reasons:
1. A temporary surplus of cash which may be converted into
securities in order to provide an income until such time as
the funds are needed for program purposes.
2. The existence of endowment and unexpendable funds which
may be invested.
Bases of Valuation

Investments purchased by voluntary health and welfare organizations are normally recorded at cost, which includes brokerage, taxes and other charges directly applicable to the purchase. If securities are donated to the organization, the fair
market value at the time of receipt would ordinarily be the basis
of carrying the securities on the records.
The basis for carrying investments and the market value at
the date of the statements should be disclosed in the financial
statements. If the market value of the investment portfolio, as a
whole, is substantially below cost or initial value recorded, and
it appears that the decline is of a permanent nature, it may be
necessary to write down the carrying value of the portfolio to
market, or to provide an "allowance for decline in market value."
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Individual investments may also be handled in the same manner.
The accounting for gains and losses on sales of securities depends upon which fund is involved. Gains or losses on endowment investments pertain to the principal of the endowment,
whereas gains or losses on other than endowment investments
are usually unrestricted, and are reported in the current operating
statement.
In some cases, there may be valid reasons for an agency to
carry its portfolio of endowment and other restricted fund securities at market value rather than at cost, in much the same manner as a mutual fund or investment trust. In such instances, the
increases or decreases in unrealized appreciation or depreciation
may be considered adjustments in fund balances or as current
gains or losses in the operating statements, depending on the
fund securities involved.
The basis of carrying investments should be disclosed in the
financial statements. The independent auditor should decide in
his professional judgment whether the basis on which investments are carried is acceptable.
The foregoing comments apply to investments which have
determinable market values, and which are usually termed securities. Investments in real estate are generally valued at cost, if
purchased. Donated assets are generally valued at the time of
donation.
Investment Pools

When a voluntary health or welfare organization has a number
of endowment funds, or other investments of gifts and funds
functioning as endowment, the funds are often combined into
one or more investment pools. However, there may be cases
where, because of donor restrictions or other reasons, it may be
necessary or desirable to keep the investments of each fund separate.
There are administrative advantages which may lead to the
pooling of investments of a group of funds where permitted,
especially where it is advisable to utilize management advice
on an economical basis. No single fund will benefit or suffer un29

duly because of market fluctuations of individual securities because equity percentages are ordinarily determined on the basis
of market values at the time of deposit or withdrawal.
In an investment pool, all participating funds share ratably
in the appreciation or depreciation of the pool assets and in the
related aggregate income. The participating funds have undivided interests in the pools investments, cash, accumulated income
and gains or losses (realized or unrealized) rather than ownership of specific assets. The equity percentages of the various
participating funds remain unchanged except when money or
investments are added to, or withdrawn from, the pool by a
participating fund. Changes within the investment portfolio do
not affect the equity percentages.
When cash or securities are added to or withdrawn from an
investment pool, the equities of the participating funds will
change since the new assets usually involve a new fund, or the
increase or decrease by a specific participating fund, rather than
a pro rata withdrawal by all participating funds. In such instances it is necessary to determine the new equity percentages
after the addition or withdrawal. For this reason, additions or
withdrawals are ordinarily not made except at scheduled investment pool evaluation dates, usually once or twice per fiscal year.
Investment pool income is allocated to the participating funds
on the basis of the equity percentage of the funds.
In cases where the income of one or more of the participating
funds of an investment pool is restricted by action of donors or
testators for specified purposes, it may be appropriate for investment pool income (i.e., interest and dividends) to be accounted
for separately from gains or losses due to market price changes,
since gains or losses may revert to the corpus of the fund.
An illustration of an investment pool may be found in Appendix B.
Auditing Procedures

Auditing procedures relating to investments applicable to commercial enterprises are applicable in general to voluntary health
and welfare organizations. The independent auditor should make
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a careful evaluation of internal control procedures utilized with
regard to securities which are negotiable. The same degree of
internal control which is expected in a commercial enterprise is
appropriate for a voluntary health and welfare organization.
Securities should be adequately safeguarded, and responsible
persons assigned to take care of the duties involved.
The auditor should examine the actual certificates owned to
satisfy himself that the securities are actually in existence, and
are owned by the organization. If the certificates are in safekeeping, he should confirm this with the custodian. The income
from investments should be tested against independent source
records, and brokers' advices reviewed with regard to sales and
purchases of securities. With respect to investment pools, the
independent auditor should make test checks of the calculations
involved in determination of equity percentages, and in the determination of distributions from the pool.
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Chapter 7

Donations Received:
Cash
Internal Control Procedures

The voluntary nature of revenue received by health and welfare organizations causes internal accounting procedures and
administrative controls to take on added significance. In manufacturing and selling organizations the purchase-sales-gross profit
relationship provides useful overall checks which are not present
in voluntary health and welfare organizations. In a business
situation, cash or checks received through the mail are normally
for payment of an account or accompany an order for goods.
Consequently, the initial record is usually subject to subsequent
verification through statements mailed to customers or merchandise shipped. However, a procedure requiring the mailing of
receipts for all voluntary contributions, besides being expensive,
does not provide full control since there is no assurance that a
contributor would follow up if there were no subsequent communication from the organization.
Since voluntary health and welfare organizations do not ordinarily part with assets in exchange for contributions received,
most revenue can be controlled only by internal means. However,
the voluntary nature of donations and the use of volunteer
personnel in the fund-raising effort often inhibits the development of good control procedures.
Adequate control over donations would ordinarily require that
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a system be designed to assure that: (1) an official record is
made of all donations received; (2) control of the official record
and physical control over the donations be immediately separated; (3) the record be subsequently checked against bank
deposits.
Control over donations can be divided into two general areas:
office control andfieldcontrol. Office control encompasses control
over donations initially received through the mail or in person
at the office of the agency. Field control encompasses control
over donations which are received by volunteers in the field.
There are numerous methods used in commercial organizations
to assure that the initial record of revenue is separated from those
responsible for the custodianship function; however, methods
commonly used in business to insure the integrity of the records
are not necessarily applicable to volunteer organizations. Since
most donations are made by mail, the donor is not usually present when donations are received; therefore, the use of cash
registers with visible indicators and locked-in totals is of little
value. In the field, while the donor is usually given a receipt,
the solicitor has temporary control of the donation and the record
(duplicate receipt or stub). Therefore, in either case, alternate
devices must be developed to assure the recording and protection of the initial record.
The internal control procedures described in the following
paragraphs are typical of those followed in well operated organizations and are intended to serve as examples only. They
are not the only adequate types of controls which could be
effected, however, and the independent auditor must use his
professional judgment as to what does or does not constitute
satisfactory controls depending on the circumstances of a particular case.
Control of Office Collections. Ideally two employees should
be assigned the function of jointly controlling incoming mail and
preparing a record of amounts received. This record usually takes
the form of multi-copy prenumbered receipts, or a "day book"
listing of amounts received, totaled and initialled by these employees. This record should be routinely compared with bank
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deposits, preferably by one not having access to the donations.
It should be recognized that possible alternatives exist if dual
control of incoming mail cannot be established. In some localities, banks provide a service whereby all mail directed to a
participating agency is controlled by the bank; authenticated
deposit slips and a list of deposits are furnished the organization.
Alternately, test mailing of "contributions" made by protective
agencies or others can be subsequently traced into the records.
Control of "Field" Collections. In most voluntary health and
welfare organizations the fund-raising effort is divided into at
least three fairly distinct activities; namely, door-to-door solicitation, special events and business solicitation. While there is no
standard organizational structure, the overall geographic area to
be solicited is usually broken down into relatively small areas,
so that a separate volunteer group may carry out the fundraising activities in each area. The area for a volunteer group is
usually a community or small city or a ward of a larger city.
The top personnel in each area are a chairman and a treasurer,
with a chairman for each major fund-raising activity reporting
to the area chairman. The activity chairmen, in turn, appoint
sub-chairmen for subdivisions of their area, etc. The following
organizational structure is fairly typical for each fund-raising activity:
1. Door-to-Door Solicitation. Typically, a door-to-door solicitor
will have ten to twenty family units to contact. A neighborhood captain will be responsible for about ten door-to-door
solicitors. A division captain will be responsible for about ten
neighborhood captains, etc. Each solicitor is provided a kit
including some form of identification authorizing him to solicit contributions in the name of the organization, envelopes
or receipt forms for contributions, printed material to aid in
soliciting donations and a report form for reporting the
amounts collected. These workers' kits are distributed through
the chain of command on the basis of organizational reports
showing the number of workers enlisted. The organizational
reports are usually checked against a detailed street map
and city directory by the area chairman.
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Control over the flow of promotional and other material
into this chain of command and over the flow of reports and
donations back to the top personnel is the key to good control
over this phase of the fund-raising operation. Separation of
the control over the donations from control over the reports
of donations received should be made as low in the chain of
command as practicable.
Complete control over the door-to-door solicitor is not
practicable. Actually, effective control could be attained only
if the door-to-door solicitation is done by a team of workers
who maintain dual control over contributions until a permanent record is established. The use of prenumbered duplicate
receipts or a follow-up solicitation of those not reported as
contributors will provide some protection, but these devices
may not be practicable and do not provide positive control.
The amount available to any one door-to-door solicitor
will usually be very small; larger donations are usually made
by check, payable to the organization. The small amount
available to each solicitor, and the requirement that each
worker make a report, can usually provide reasonable assurance that there has been no material diversion of donations
at this level.
Control over the neighborhood captain can be considerably
better than over the door-to-door solicitor. The captain can
be given the responsibility of getting a signed report from
each worker, summarizing these reports and turning over the
money, individual reports and summary reports to the division
captain. The division captain can be assigned the responsibility of checking the neighborhood captain's report to the
worker's reports and proving to the amount of money turned
in. The division captain should also ascertain that all workers
in the division have reported and should prepare a summary
report of all the amounts collected in this area.
Not later than at this point in the procedure, the donations
and record of donations should be separated. Donations
should be turned over to the treasurer with copies of the
summary reports of neighborhood captains. The original of
these reports and supporting detailed reports should be turned
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over to the area chairman. The area chairman should ascertain that a report is received from each person to whom
material was supplied. The reports should be recapitulated
and subsequently checked against the amounts deposited by
the treasurer.
If the cash received and related reports are separated in
the structure before the reports are received by the chairman
responsible for checking the flow of materials to workers
against the reports returned from the workers, the basic elements of good control are present. If the chairman actually
performs his function of checking and follow-up, there is
reasonable assurance that the reports show substantially all
of the amounts actually received from contributors. Subsequent tie-in of these reports to the amounts deposited completes the chain of control.
The use of "one-way" depositary bank accounts in the field
subject to withdrawal only by the agency enhances the control over donations. It also provides greater assurance that
unauthorized expenditures will not be made from such contributions.
2. Special Events. As the name implies, special events encompass a variety of activities to raise revenue, and include,
among other things, fund-raising dinners, dances, and street
sales of various items. The methods of assuring adequate
control will depend on the nature of the event
For a fund-raising dinner and dance good control can be
established over tickets. The person handling the collections
can be required to account for the tickets and collections,
with a subsequent check against meals served.
For street sales or collections each person authorized to
solicit funds will normally have access to a limited amount,
so that if the procedures are designed to assure that each
one reports in, and controls are established at this point, good
control can be developed.
In all cases it is essential that the initial record be established at the earliest practicable moment and separated from
the custodianship of the amounts collected. It is also essential
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that the initial record be subsequently verified against the
amounts deposited in the depository of the agency.
For many special events, controls such as those described
above may not be present. Furthermore, a significant portion
of the revenue might be derived from sales of raffle tickets,
etc. At a minimum, the organization should have provided for
good physical control over cash receipts and prompt collection thereof from volunteer collectors.
3. Business Solicitation. The campaign for donations from the
business community or large individual donors is usually organized and controlled along the same lines as the door-todoor campaign, the difference being that the worker is often
furnished with the name of each prospective donor to be
contacted, with a card for each pledge or contribution expected. The solicitor will collect very little cash, as any collections will most likely be in the form of checks made to the
order of the organization.
'Thank you" letters and follow-up solicitation, by someone
other than the worker, can serve to strengthen the control
over collections and pledges.
In those cases where pledges are significant, the organization must control subsequent collections and the proper recording of the pledges receivable.
Overall Controls. In practically all fund-raising campaigns
there are administrative controls which supplement the detailed
control procedures built into the system. These fall into three
groups: (1) comparison of results with prior campaigns or
knowledge of "expected contributions," (2) staff knowledge of
type and intensity of fund-raising activities in each area, and (3)
feed-back reports to key personnel in each area.
Fund-raising statistics for past campaigns in each area are
usually compared with current fund-raising results. In many
cases this is formally developed into a fund-raising budget for
the current year. Average "per capita giving" data for other areas
and other types of campaigns in the same areas are often used
intensively by agency personnel in checking donations received.
Personnel on the field staff of the agency are usually assigned
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direct responsibility for certain areas within the overall territory
covered by the agency. Their responsibility includes the organization and execution of a fund drive on an efficient basis. The
staff persons maintain close contact with the organization structure and fund-raising activities developed and maintain close
watch over the reported results in their areas. If the donations
reported are not substantially in agreement with what they think
should have been raised from the activity in each area, they
would suspect that the system of control had broken down. Such
a situation would probably trigger an investigation to determine
what had happened.
Finally, a mailing list of all key volunteer personnel in each
area is usually maintained. As the campaign progresses, periodic
reports are usually mailed to these persons showing the receipts
by area. Any significant difference between the donations reported and the amount expected by these key persons would
probably be questioned.
Evaluation of Internal Control

The objective of the examination of revenue of a health and
welfare organization is to develop sufficient competent evidence
to provide a reasonable basis for an opinion that recorded revenue is not materially in error and that the classifications of
revenue are fairly stated. The independent auditor therefore has
a responsibility to ascertain whether internal control procedures
are operating effectively.
In many cases, the independent auditor will be faced with the
problem of what to do if, because of inadequate internal control
and his inability to apply sufficient auditing procedures, he is
unable to satisfy himself that reported revenue is not materially
at variance with amounts actually received from donors and
other sources. (For a detailed discussion of the auditor's responsibility for the "Detection of Fraud" [including defalcations and
similar irregularities] see paragraphs 5 through 8 of Chapter 1
of Statements on Auditing Procedure No. 33.)
Independent auditors undertaking the responsibility of examining voluntary health and welfare organizations should make
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every effort to devise procedures so as to satisfy themselves that
the voluntary contributions are not materially misstated. However, where conditions exist which preclude the independent
auditor from satisfying himself, he should indicate the reasons
clearly in the scope or middle paragraph of his report and, depending on the materiality of the amounts involved, should
either qualify his opinion or disclaim an opinion on the financial
statements taken as a whole, in accordance with Chapter 10 of
Statements on Auditing Procedure No. 33.
Since uncertainty as to significant amounts of revenue of an
organization would generally materially affect the auditor's opinion as tofinancialposition and results of operations, a disclaimer
of opinion on the financial statements taken as a whole would
normally be expressed. An illustration follows:
(Scope paragraph)
. . . and such other auditing procedures as we considered necessary in the circumstances, except as noted in the following paragraph.
(Middle paragraph)
The organization's system of internal control over contributions received from the public during its fund-raising drive was
not adequate and it was impracticable for us to extend our auditing procedures to the extent we considered necessary in the circumstances. Accordingly, we do not express an opinion on the
total public contributions stated as $
(Opinion paragraph)
Because the contributions received from the public enter materially into the determination of financial position and results of
operations, we are unable to express an opinion on the accompanying financial statements taken as a whole.

In the above situations, the independent auditor as a matter
of good professional practice should detail the internal control
deficiencies in a letter to the health and welfare agency, and also
may propose recommendations to cure the deficiencies.
In situations where the examination is restricted to one in
which a special report is appropriate, the independent auditor
should be certain, however, to explain any limitations on the
scope of his examination somewhat along the following lines:
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(Scope paragraph)
We have examined . . . and such other auditing procedures as
we considered necessary in the circumstances, except that limitations in the internal controls over door-to-door cash collections of
contributions, which were significant in amount, made it impracticable to extend our examination beyond the receipts recorded.
(Opinion paragraph)
In our opinion, the accompanying statements present fairly the
assets and liabilities of XYZ Health and Welfare Agency at June
30, 19
resulting from cash transactions, and the recorded income collected and expenses disbursed during the year then
ended, on a basis consistent with that of the preceding year.
Auditing Procedures

Office Collections. The objective of this phase of the examination is to gain assurance that the donations received in the
agency's office are recorded in the books and deposited in the
bank. The specific auditing procedures used will depend on the
internal control procedures in effect.
The independent auditor should determine the procedures used
from the time mail becomes accessible to employees of the organization, through the recording of receipts, to the deposit of
cash in the bank and the subsequent comparison of deposits to
the original record of receipts.
In those cases where good control is present, the audit of office
collections will not differ significantly from the audit of receipts
for a commercial enterprise except that particular attention
should be given to the record of the source of revenue. (This
is important to any follow-up of fund-raising statistics or reports
by area or type of campaign.)
Whenever dual responsibility for opening mail is not practicable, the independent auditor must determine the effect on his
auditing procedures and on his report. In those cases where he
has determined that the major portion of donations are received
through a reasonably controlled field campaign, the lack of dual
control in the office need not cause the auditor to qualify his
report
However, in those cases where a substantial portion of an
organization's revenue is received through direct mail solicitation
and the donor expects nothing in return which would be subject
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to control (such as a membership card or an auto sticker), and
if dual responsibility for opening mail is not practiced, the independent auditor may not be able to devise procedures under
which he can gain adequate assurance that cash donations received were properly accounted for.
The independent auditor may wish to consider a direct confirmation, on a test basis, from donors.
If the procedures require that donations be recorded by area
from which received, a comparison of amounts received directly
at the central office to those received in prior years may be useful. A knowledge of the intensity of the field campaign may also
be useful since it is reasonable to assume that an intensive field
campaign will reduce the amount received at the central office.
Where outside investigation agencies are used to gain assurance that employees are not diverting funds, the frequency and
results of these tests could add significantly to the independent
auditor's assurance that donations have not been misappropriated.
Field Collections. The objective of this phase of the audit is
to develop assurance that the total amount of contributions collected by solicitors does not materially differ with amounts
deposited in the organization's bank accounts. The specific procedures used would depend on the structure of the field campaign operation and the relative significance of this portion of
the organizations revenue.
The independent auditor should first determine the procedures
used for distributing kits and other materials from the organization's central office to the solicitors, and the flow back from the
solicitors of money and reports. Particular attention should be
given to the point at which the collections are put under dual
control and the reports separated from the collections, and to
the relative amount of collections that are controlled by an individual prior to establishing accountability. He should also determine what overall controls and checks were in existence.
If a reasonably adequate system of control appeared to be
present, a test of its effectiveness may include the following
specific procedures:
1. Trace collections from area chairmen's reports into bank accounts, and reconcile with collections recorded in receipts
journal.
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2. Test the footing of the area chairmen's reports. (These will
usually consist of summaries of neighborhood captains' reports. )
3. Determine that each area chairman's report contains reports
from all captains in his area. Captains and solicitors are frequently located and recruited by a crew of telephone operators and this organization, usually fairly independent of the
actual cash-handling procedure, can be the source of the
checklist of neighborhood captains.
The above procedures are duplications of functions that should
be regularly performed by the central office of the agency. Testing to determine that these procedures have been effectively performed will usually be adequate.
4. On a test basis, use this same checklist to determine that the
captains have collected from or accounted for all solicitors.
This is a duplication of the area chairmen's function, and
should be viewed as a check on the organization's internal
control procedures.
5. On a test basis, compare retained solicitors' envelopes for
amount and authenticity against the captains' report. Foot a
sample of captains' reports.
Pledges. The procedures in verifying receipt of pledges will be
very similar to those used in verifying cash received from the
door-to-door campaign or from business solicitation, the major
differences being that pledges receivable are involved and that
the control over donor pledge cards is often better.
From the independent auditor's viewpoint, control over pledges
receivable and collections thereon should be subject to the same
criteria as the receivables in a commercial enterprise.
Procedures for verifying the balance of pledges receivable are
similar to those for accounts receivable at the year end. It should
be recognized, however, that the normal debtor-creditor relationships may not exist with respect to pledges.
The question of omission of pledges receivable, when they are
material, from the balance sheet of a voluntary health and welfare organization, is discussed in Chapter 4.
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Overall Controls. An evaluation and examination of overall
controls can provide added evidence of the validity of reported
revenue. In cases where control over records of materials furnished to solicitors and reports of funds collected appear inadequate, the auditor may develop reasonable assurance regarding
revenue through an extended examination, which may include
the following:
1. Compare fund-raising statistics, by area, for the current year
to that for past years and, if available, to per capita giving
in other areas and other types of campaigns. Investigate all
significant differences.
2. Examine field reports turned in by staff, giving particular
attention to those areas where a significant difference appears
in (1) above.
3. Determine whether feed-back reports and/or newspaper reports by area are available. Ascertain that the amounts reported agree with the funds deposited.
4. The possibility of direct correspondence with key personnel
in the areas should be investigated. This can, on occasion, be
used to gain assurance that any significant drop in campaign
income represents a reduction in funds actually received
rather than a possible diversion of funds.
Special Events Controlled by the Agency. Because of the variety of special events sponsored by voluntary health and welfare
organizations for the purpose of raising funds, no extensive discussion is given here. Due to the similarity to commercial ventures, however, normal auditing procedures may be used in most
instances. These would include examination of reconciliations of
tickets sold with revenues reported, comparison of number of
meals paid for with cash received, etc.
Associated Organizations. The necessity of an examination of
revenue received from associated organizations will depend on
whether or not the organizations are completely independent
from each other. Criteria for judging such independence are discussed on page 60.
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Chapter 8

Donations Received:
Other
Services

Independently donated personal services are not generally recorded as income from contributions and as expenditures because
of the difficulty of placing a monetary value on them. Those
voluntary health and welfare organizations which record the
value of contributed services do so only when their omission may
cause the statement of operations to be misleading and when:
1. The organization has a clearly measurable basis for the
amount.
2. In the case of services, the organization exercises control over
the employment and duties of the donors of the services.
3. The services performed are a normal part of the agency's
program or supporting services.
Contributions of the use of facilities and other assets useful in
fulfilling the organization's purposes may also be recorded as
revenue, based on criteria similar to those for donated services.
Services which ordinarily are not recorded as revenue include:
1. Supplementary efforts of volunteer workers which are in the
nature of services to beneficiaries of the organization rather
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than contributions to it, generally are not recorded as revenue. Such activities may comprise special recreational activities or other specific services which would not otherwise
be provided by the organization as a part of the operating
program.
2. Periodic services of volunteers providing manpower needed
for a concentrated fund-raising drive are also generally excluded from revenue. Aside from the valuation problem, the
most important reason for not recording such services is that
volunteer solicitors are not usually subject to a sufficient degree of operating supervision and operating control for the
proper charging of their time as costs of the organization.
However, if individuals perform administrative functions in
positions which would otherwise be held by salaried personnel, consideration should be given to recording these services
as revenue.
3. Professional personnel frequently assist in research and training activities without pay or with a nominal allowance. This
type of work, although usually performed in connection with
grants issued by the organization, is not normally under its
direct supervision and control, and it is ordinarily considered
not practicable to compute a value for these services.
Materials

Donated materials of significance should be recorded at their
fair market value when their omission would cause the statement
of operations to be misleading and when the organization has an
objective, clearly measurable basis for the value, such as resale
results, price lists or market quotations (adjusted for deterioration and obsolescence), appraisals, etc. This recording is necessary in order to properly reflect all transactions of the organization, as well as to obtain stewardship control over all materials
received.
The auditor should satisfy himself that the organization's basis
for the valuation of donated materials is reasonable. If the materials are of a nature that valuations cannot be substantiated,
there is doubt as to whether they should be recorded as contri45

butions; used clothing received as contributions and subsequently
given away might, for example, fall into this category.
Where donated materials are converted into cash soon after
receipt, there is, of course, no valuation problem, since the net
cash received is the contribution revenue.
When donated materials are used in rendering the service for
which the organization is operating, the cost of such materials
included in the service is based on the value previously recorded
as revenue. If the materials are sold, or the beneficiaries pay for
the materials received, such payments are a reduction of the
material cost, not additional contribution revenue.
If donated materials pass through the possession of an organization and into the hands of its charitable beneficiaries, and the
organization merely serves as an agent for the donors, the donation would not normally be recorded as revenue.
The noncash amounts of materials recorded as revenue and
expenditures should be clearly disclosed in the financial statements, if significant amounts are involved. The basis of valuation
should also be disclosed.
Securities and Other Investments Unrestricted or for
Designated Operating Purposes

Contributions of these assets are essentially the same as contributions of cash and may be recorded according to the methods
described for restricted and unrestricted gifts of cash on pages
12 and 13. Donated securities may be recorded in the accounts
of the organization at the fair market value on the date received,
or at the net sales proceeds therefrom if they are sold within a
short period of time. Current market values or replacement costs
may be determined for other investments received as donations.
Additional control may be provided, where practicable, by the
inclusion of lists of such donations in the minutes of meetings of
the governing board.
Plant and Equipment

Gifts of plant and equipment may be received in the form of
such assets or contributions of cash or its equivalent restricted
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for acquisition of plant and equipment. The recording of such
items normally depends on the type of gift. Following are two
examples of present general practice:
Type of gift

Credit

1. Plant fund projects, such as building programs and major replacements, or expansion
of facilities.

Revenue of, or
other credits
to, the plant
fund.

2. Gifts of equipment which would normally
be purchased from the current general fund.

Current revenue

Auditing Procedures

The scope of the independent auditor's examination of donations other than cash will be determined in conjunction with his
evaluation of the extent and effectiveness of the organization's
accounting procedures and internal control. The auditing procedures outlined below are intended only as a guide and are not
all-inclusive nor will all procedures be applicable to every organization.
Services. Procedures which may be considered in the audit of
donated services include the following:
1. Obtain a listing of recorded amounts, including name and
position of person rendering the services, gross annual valuation of the services, amount paid in cash (if any) and net
contribution recorded.
2. Review on a test basis the time records, scheduling sheets or
other evidence to substantiate the services rendered; be alert
for any donated services which should ordinarily be recorded
as revenue.
3. Review for reasonableness the listing of the gross annual
valuation for each position in relation to the local labor market, and determine that the positions listed are applicable to
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the operating program and are appropriate to be recorded
as revenue.
4. Compare the total of the listing to the amount recorded as
contribution revenue.
5. Inquire of appropriate organization officials as to other volunteer help which might be considered as taking the place of
salaried personnel.
Materials. The audit of donated materials is similar to the audit
of purchases for a commercial engagement and, where a large
volume of transactions is encountered, the accounting procedures and system of internal control become particularly important.
Procedures which may be considered in the audit of donated
materials include the following:
1. Test the extent and effectiveness of the accounting procedures
and internal control.
2. Review the basis of valuation.
3. Compare revenue and expenditures of materials with the
budget or with prior years.
4. If significant contributions are received from relatively few
sources, it may ordinarily be desirable to confirm the amounts
with the donors.
Donated materials recorded as revenue and on hand at the
balance sheet date constitute assets which would be subject to
audit procedures normally applicable to inventories.
Securities and Other Investments. The auditing procedures for
contributed securities and other investments are similar to those
for cash contributions and, in addition, ordinarily would include
the following:
1. Obtain a listing of donations, including names of donors, de48

scription, date received, recorded valuation and basis of
valuation.
2. Compare the amounts to the market value on the date received or other authorized value.
3. On a test basis, request confirmation from donors as to items
and the absence of restrictions.
4. Review correspondence from donors on all significant contributions for pertinent information; be alert for restrictions not
observed by the organization.
5. Physically inspect investments or confirm their existence.
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Chapter 9

Membership Dues
Internal Control Procedures

Revenue from membership dues is a significant portion of
support for many organizations. Dues rates vary, usually based
on classes of membership which may be related to age groups
(i.e., youth, teenager, young adult, senior citizen, etc.) or to
the amount of membership fee (i.e., sustaining, sponsor, benefactor, patron or contributing members). In other cases, the
classes of membership may depend on whether the dues are for
a single individual, for a married couple, or for a family. It is
not uncommon for organizations to provide memberships at reduced rates and without charge to those whose economic circumstances warrant such consideration.
Usually membership dues are for an annual period coinciding
with the fiscal year or for a year which begins at the time the
application is made for membership.
Program service in some institutions is available only to those
who are members. In other institutions, membership is a prerequisite for some services and not for others. Many organizations also use memberships solely as a means of increasing revenue in which case the dues have the character of contributions.
Control of membership revenue is usually achieved through
the issuance of numbered membership cards for each class. Although numbered application blanks may also be utilized in the
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control of memberships, in most situations this may not be
feasible because of the manner in which membership solicitation
is made.
In considering the elements of internal accounting control
which should be exercised over membership dues, it is important
to establish whether or not (1) the membership confers a privilege to the member of any kind, or (2) the membership is merely
another source of contribution revenue.
When issued, membership cards are usually the original source
of internal accounting control. The membership card should bear
a preprinted number, serially printed by classification of membership and consecutively issued by each classification. The issuance of the card should be predicated upon full payment of the
amount due. Internal accounting problems may be encountered
in instances where privileges are conferred and the payment of
dues is permitted on an installment basis. Memberships, considered as contributions, are less frequently paid on an installment
basis.
Where privileges or services are a consequence of membership
and installment payments are permitted, it is important that
control over delinquent installments be established at the point
at which services or privileges occur. For example, a temporary
admission card may be issued to the member for presentation at
the time of admittance, at which location a separate record of
the unpaid status of each installment member should be maintained.
Depending on the size of an operation, the collection of fees
for memberships will be recorded either mechanically or manually. If done mechanically, through the use of a front-office window machine (where members usually appear and make payment
on the premises) or a back-office validating machine (where fees
are received principally through the mail), mechanical totals
and authenticated receipts (or ledger card postings) are obtained. In either case, the posted or validated data should be
compared with the machine totals by a second individual before
the data is given to the membership secretary for issuance of
fully paid membership cards. Where manual methods are required, it is preferable to use modern multiple-entry techniques
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which simultaneously produce a daily journal, a ledger card
and/or a prenumbered receipt as the case may be, which data
should also be checked by a second individual as stated before.
The membership registrar or secretary should maintain a daily
record of membership cards issued by classification of member
(if applicable) and should issue a periodic report of the numerical
membership status. This report should show, by classification,
the membership at the beginning of the period, the numbers of
renewals, new members, drops, and the balance of membership
at the end of the period.
Write-offs of delinquent installment accounts should be approved in writing by one in authority, such as the executive
director, and reviewed by an officer, such as the treasurer. All
memberships granted at reduced rates or without charge should
be similarly approved.
Trial balances of unpaid membership should be taken by the
accounts receivable clerk and the total compared with the control account by the office manager or the bookkeeper.
Auditing Procedures

The auditing procedures may include the following:
1. A review of the system of internal accounting control (consideration should be given to the submission of a written report to the governing board pointing out any weaknesses
discovered).
2. A comparison of current membership and membership revenue with that of the prior period and further investigation if
the revenue changes without a corresponding change in membership.
3. Test of the reconciliation of gross membership revenue with
the value of membership cards issued by classification. In
the cases of installment accounts, consideration may be given
to the increase or decrease in the balance of unpaid memberships during the period.
4. Tests of the cash-journal records of membership fees received
for individual days to check the mathematical accuracy of the
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work done and tests of the accuracy of the issuance of membership cards with the membership secretary's records.
5. Examination of original data for authorization of outstanding
dues charged off and reduced or no charge memberships. In
the case of the latter, it may be desirable to determine that
maximum amounts approved by the governing board have
not been exceeded.
6. Direct confirmation of a selected number of installment balances if the aggregate amount due is significant.
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Chapter 10

Expenditures From
Unrestricted Funds
Review of Functional Classification of Expenditures

For reasons which may be different from the interests of readers of commercial organizations' reports, a wide variety of persons and groups are interested in the reported expenditures of
voluntary health and welfare organizations. The first group which
must be considered are the voluntary organization's donors, who
have given money, efforts or property. Second are the persons
serving the organization as trustees or directors, who have a
fiduciary responsibility to conserve and expend its assets for the
organization's stated objectives. Third are the governmental jurisdictions which have authority to control charitable solicitation
through regulatory legislation; this group, along with the United
States Treasury Department, which grants exemption from Federal income tax to charitable organizations, exercises a considerable part of its authority through a review of reported expenditures. The last major interested group are the producers of these
reports, the compensated executives of the agency.
A voluntary health and welfare organization should segregate
its expenditures as between those made for the purpose of ren54

dering a charitable service and those made for fund-raising
purposes, and should clearly disclose the amount of each in its
financial statements. Functional classifications usually found in
the health and welfare field include social service or "program,"
administration and fund raising. A detailed description of these
functions will be found in Appendix A.
In the absence of such functional classification, where there is
a significant amount of fund-raising expenditure, the independent
auditor, in reporting on such financial statements, should express
an adverse opinion as to fair presentation.
In the use of functional classifications it is to be presumed
that the basis of allocation of expenditures among the various
functions is, in the auditor's opinion, fair and reasonable, unless
his opinion is appropriately qualified. Therefore, he must form
his own opinion as to the reasonableness of the classifications and
allocations made by management.
The following methods are illustrative of good allocation procedures; proper use of procedures such as these by an organization will ordinarily indicate reasonable results in the allocation
of its multiple function expenditures:
1. A study of the organization's activities made at the start of
each fiscal year to determine the best practicable allocation
methods to be followed each month. This study should include an evaluation of the preceding year's time records or
reports of activities of key personnel, of the use of space and
of the consumption of supplies and postage.
2. Daily time and expense records kept by all employees who
spend their time on more than one function, used as a basis
for allocating their salaries and related costs. These records
should indicate the nature of any service or educational activity of the employee.
3. Auto and travel costs allocated on the basis of the expense or
time reports of the employees involved.
4. Telephone expense allocated on the basis of use of the extensions, generally following the charge for the salary of the
employee using the telephone, after making direct charges for
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telephone calls or service attributable to specific functions.
5. A study of the use of stationery, postage and rented office
equipment to determine a method of allocation of any material costs of this nature. This procedure should also be used
for the cost of office equipment if the organization has elected
to recognize such expenditures in the year of purchase, rather
than capitalize and subsequently charge depreciation expense.
6. Rent allocated on the basis of a factor determined from a
study of the function of the personnel using the space involved. If the organization has elected to provide for depreciation of fixed assets, the resultant annual charge should be
allocated as if it were for rental of the assets.
Auditing Procedures

The independent auditor may wish to consider the following
procedures in examining the allocation of expenditures by function:
1. Determine if the functional classifications adopted by the
management will adequately disclose the results of its operations.
2. Examine the organization's method of allocating expenditures
(including salaries) which involve more than one function.
The larger chapters of the American Red Cross, united fund
organizations and many national health agencies are of sufficient size to have individual functions performed by separate
departments, with expenses classified by type within each
department. Many other organizations, however, incur costs
which serve more than one functional purpose. The auditor
should examine the allocation methods in use and satisfy
himself that such methods are reasonable and will result in a
fair presentation of expenditures.
3. Examine an adequate sampling of expenditures to determine
whether the methods of allocation were actually followed
during the period under review. For example, the review of
the manner in which salaries and wages are allocated should
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include an examination of program reports, employee activity
reports, job descriptions and employee expense reports.
Review of Internal Control Over Expenditures

The portion of the examination of expenditures which is carried
out to determine if the agency's expenses are classified according
to stated policies will also constitute a major part of the review
of internal control over current expenditures. In this review the
auditor should ascertain whether some or all of the following
procedures, which are indications of good internal control related
to the classification of expenditures of voluntary health and welfare organizations, are used:
1. The adoption of a detailed budget, reviewed on a monthly
basis, if practicable, by a committee of directors or trustees.
This budget may be broken down by type of expense and
department and should constitute a separate accounting operation from the functional classification of expenses.
2. Job descriptions and organization charts.
3. Studies made by the management, using sampling techniques,
of the functions performed by those employees who serve
more than one function, to determine percentage bases for
allocation of their salaries and expenses.
4. Time reports from employees describing the work done and
functions performed.
5. Written instructions to employees on the preparation of time
and expense reports, covering the method to be followed in
determining and indicating functions being performed.
Comparison of Expenditures With
Budgeted Amounts for the Period

If a committee or officer of the organization exercises control
over a budget, the independent auditor should satisfy himself
that explanations were obtained for significant deviations.
If the organization being audited is a united fund agency, the
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independent auditor should ascertain that the budget he is working with is the one accepted by the united fund. The review
should be extensive enough to determine that the policies followed in the classification of expenditures were consistent with
the classification used in the budget.
Appropriations

As an aid in the planning of expenditures and the conservation
of expendable assets, many nonprofit organizations make use of
accounts reflecting appropriations of the governing board. Governing boards of voluntary health and welfare organizations
frequently desire the recording of their appropriations; the independent auditor should understand the functions of such
accounts and their effect on the organizations financial statements.
Appropriations of current fund revenue to constitute a segregation out of the current general fund balance, or constituting
amounts to be transferred to other general funds, should be
shown as a deduction or transfer from the current general fund
balance in the statements of fund balances. Subsequent use of
such current fund appropriations should be accounted for when
expended as a transfer from the appropriation to the current
general fund balance, with the expenditure being recorded in
the normal manner.
Some organizations may follow the practice of charging expenditures applicable to board appropriations against the appropriation balance rather than (1) charging the expenditure to
operations and then (2) crediting the appropriation back to the
current general fund balance. Where the amounts involved are
significant, the independent auditor should consider appropriately
qualifying his opinion.
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Chapter 11

Associated Organizations
A voluntary health and welfare organization may have other
organizations associated with it. A national health organization
may have state and local chapters which have varying degrees
of autonomy, and smaller, local organizations may have women's
auxiliaries whose functions range from the rendering of charitable service to purely fund-raising activities. Sometimes these
associated organizations are separate corporate entities; sometimes they are merely unincorporated "boards" or committees.
The amounts of their revenues and assets may range from inconsequential to substantial.
When an independent auditor is engaged to examine the
financial statements of an agency having associated organizations,
he will have to decide whether to confine his audit to the agency
itself or to extend his examination to the records of the associated
organizations.
Essentially the question of whether to examine associated organizations revolves around the functions performed by them
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and the extent to which their operations and finances are interlocked with those of the primary organization. Following are
some indications of independence which might preclude examination of the other organization:
1. It is identified as an independent organization on its letterhead and in all its fund-raising activities.
2. A clear disclosure is made of the method of operation in its
solicitation material, e.g., that proceeds will be turned over
to the client organization only after the affiliate's costs have
been deducted.
3. There is no requirement for expenses to be approved by the
client organization.
4. Expenses normally borne by the client organization are not
arbitrarily paid by the other organization and excluded from
the client's accounts.
5. The auxiliary has significant purposes other than those of the
primary organization.
6. The auxiliary does not join with the primary organization in
the registration or annual filing with any regulatory body or
the Internal Revenue Service.
Associated Organizations, Independently Governed

If the client organization is a national health association with
its own governing board and federated with a group of state or
local chapters, each independently controlled by its own elected
board, the independent auditor should ordinarily confine his
examination to the financial statements of the national organization.
The independent auditor will have to correspond with the
separately governed associated organizations in order to support
transactions with them. The auditor should also make inquiries to
determine if employees of separately governed organizations
regularly perform services under the direction of the client organization or if significant amounts of materials are supplied to the
client organization. In this case, the effect is the same whether the
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separately governed organization is above or below the client in
the organizational plan — expenses of the client organization are
unrecorded. Since the purpose of recording these transactions is
the disclosure of the expense of the organization, the offsetting
credit is in the nature of income or should be credited to an account which is reported on the organization's financial statements
as a deductionfromfunds transferred to the affiliate. A reasonable
valuation of such services and materials may have to be determined by correspondence with the separately governed organization. When such subsidies are received in the form of cash, the
receipt should be recorded as revenue.
Consolidated or Combined Affiliates

The foregoing assumes that the parent organization does not
consolidate or combine the financial statements of the chapters
with its own. Where reporting on consolidated or combined
financial statements, the independent auditor of the parent will
necessarily have to concern himself with the examination of the
chapter financial statements. The standards and procedures applicable to reports on consolidated or combined financial statements where one or more of the affiliated entities is examined
by other independent auditors, as discussed in Chapter 10 of
Statements on Auditing Procedure No. 33 (paragraphs 32 to
36), are appropriate for voluntary health and welfare organizations. If an examination of the consolidated or combined affiliate
is not made or the independent auditor is not satisfied with the
work performed by other auditors, he may have to qualify his
opinion or disclaim an opinion on the consolidated or combined
financial statements of the group as a whole.
Women's Auxiliaries

A situation which the independent auditor will often encounter
is that of the voluntary organization with an affiliated women's
board (or boards), whose primary function is fund raising.
Usually these auxiliaries have a considerable degree of autonomy
from the standpoint of electing their own board members and
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officers, establishing their own bylaws and controlling their own
operations. Typically their principal function is to run one or
more fund-raising benefits each year, the proceeds from which
are turned over, in whole or in part, to the organization for
unrestricted or restricted use. Where these conditions prevail and
where the auxiliaries handle their own funds and keep their
own records, the auditor will ordinarily not have to examine their
records, although he will wish to confirm the amounts of money
contributed by the auxiliaries to the primary organization.
Controlled Affiliates

Where the operations are closely interlocked and an organization keeps the books of the affiliate, the auditor may have to
examine the records of both organizations. For example, if one
board were involved primarily in handling investments and another board managed the agency's operations, then the audit
would almost certainly have to extend to both. The same would
hold true if the organization's board controlled the membership
or operations of the affiliate's board in some manner, either by
directing activities or controlling expenditures. If the operations
of an affiliate are includable within the legal framework under
which the organization was organized in its particular state of
incorporation, the financial statements would include all of the
transactions of the affiliate for the period being reported upon.
Auditing Procedures Applicable to Controlled Affiliates

The auditor should obtain a representation from officers of
the parent that all affiliates' transactions controlled by the parent
organization have been recorded or reported to the auditor. The
auditing procedures applicable to an affiliate which has been
determined to be controlled by the client organization will be
the same as those for the parent organization.
The importance of these procedures is illustrated by the memorandum of the Minnesota State Board of Accountancy issued
as a result of a hearing of September 6, 1960, involving a certified
public accountant and a charitable organization. Among other
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actions, the reporting of proceeds in a net amount only, from a
mail campaign conducted by a "Voluntary Special Events Committee" which was not in fact independent, was cited as unprofessional conduct on the part of the accountant.
Reporting Requirements

When an associated organization has been determined to be,
in fact, not independent of the organization being reported upon,
the transactions of the associated organization should be recorded appropriately by the parent, or consolidated or combined
financial statements should be prepared. Such recording should
not have the effect of reducing, for reporting purposes, the actual
revenue or expenditures of the organization. For instance, in the
case of fund-raising events carried out by controlled affiliates (as
well as by the agency itself), only the costs of direct benefits
provided to the persons attending should normally be reported
with the income from the event. Allocations of campaign or
public-information expenses to such income may cause a distortion of the costs applicable to the agencies' general contribution
revenue.
In the case of actual transactions with independent affiliates
and "upstream" organizations, gross amounts as revenue and expenditure should similarly be reported, without any undisclosed
netting of receipts against expenditures or expenditures against
revenue.
Payments, for unspecified purposes, by local organizations to
state and national affiliates should be charged to appropriate
accounts maintained for that purpose. Such payments will normally be used for national charitable service, public-information,
administrative and fund-raising expense, but it is generally impractical for an allocation to be made. The total for any reporting
period may be included with current fund expenditures or may
be reported as a distribution from any excess of current revenue
over expenditures. The criteria for determining the appropriate
method in any case includes the contractual arrangement with
the state or national organization and possibly the uses to be
made of the funds transmitted.
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Chapter 12

Reporting Standards
The financial statements discussed in this chapter are assumed
to be those on which the independent certified public accountant
will render an opinion onfinancialposition and results of operations, as described in Statements on Auditing Procedure No. 33.
Paragraph 8 of Chapter 13, Statements on Auditing Procedure
No. 33, states the following relating to nonprofit organizations:
If the statements are those of a nonprofit organization, they
may reflect accounting practices differing in some respects from
those followed by enterprises organized for profit. In many cases
generally accepted accounting principles applicable to nonprofit
organizations have not been clearly defined. In those areas where
the independent auditor believes generally accepted accounting
principles have been clearly defined, he may state his opinion as
to the conformity of thefinancialstatements either with generally
accepted accounting principles or (less desirably) with accounting practices for nonprofit organizations in the particular field,
and in such circumstances he may refer to financial position and
results of operations. In those areas where he believes generally
accepted accounting principles have not been clearly defined,
the provisions covering special reports as discussed under cash
basis and modified accrual basis statements are applicable.
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At present, as noted in preceding chapters, there are alternative accepted accounting practices in such areas as depreciation,
donated services and materials and appropriations. Accordingly,
the independent auditor should exercise his professional judgment in each instance both as to the form of the financial statements appropriate under the particular circumstances and as to
the opinion to be expressed.
Illustrative Auditor's Opinions

Examples of appropriate wording of independent auditor's reports in various circumstances are illustrated in the following
paragraphs:
Unqualified Opinion. In those circumstances in which the
independent auditor is expressing an unqualified opinion, his
report may read as follows:
(Scope paragraph)
We have examined the balance sheet of the XYZ Health and
Welfare Agency as of June 30, 19 and the related statement of
operations (summary of financial activities), analysis of functional expenditures, and the statements of changes in fund balances for the year then ended. Our examination was made in
accordance with generally accepted auditing standards, and accordingly included such tests of the accounting records and such
other auditing procedures as we considered necessary in the circumstances.
(Opinion paragraph)
operations (summary offinancialactivities), analysis of functional
expenditures, and statements of changes in fund balances present fairly thefinancialposition of the XYZ Health and Welfare
Agency at June 30, 19 , and the results of its operations for
the year then ended, in conformity with generally accepted accounting principles applied on a basis consistent with that of the
preceding year.
Qualified Opinion. In those circumstances in which the independent auditor is qualifying his opinion, his report may read
as follows:
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In

(Middle paragraph)
The XYZ Health and Welfare Agency follows the practice of
omitting the value of donated services which are a normal part
of the agency's program services. For the year ended June 30,
19 , the value of such donated services amounted to $
,
and this amount would have been included in the total contributions as well as in the expenditures for the program service entitled
(Opinion paragraph)
In our opinion, except for the effect on the statement of operations (summary offinancialactivities) of the value of donated
services mentioned above, the accompanying balance sheet . . .
Adverse Opinion. In those circumstances in which the independent auditor is expressing an adverse opinion, his report may
read as follows:
(Middle paragraph)
The XYZ Health and Welfare Agency follows the practice of
(brief description of practice) which has resulted in the following effects on the balance sheet and relatedfinancialstatements:
(Brief description of the effects of the practice).
(Opinion paragraph)
In view of the materiality of the effect of the above noted
practice which we believe is at variance with generally accepted
accounting principles, we are of the opinion that the financial
statements do not present fairly thefinancialposition of the XYZ
Health and Welfare Agency at June 30, 19 , or the results of
its operations for the year then ended, in conformity with generally accepted accounting principles.
An adverse opinion is required where a functional classification of expenditures is not presented, and there is a significant
amount of fund-raising expenditures.
Special Report Opinion. In those situations where the independent auditor believes the financial statements do not purport
to present financial position and/or results of operations, the
requirements of Statements on Auditing Procedure No. 33, Chapter 13, "Special Reports," would apply. An example of such a
special report situation would be a report on a statement of cash
receipts and cash disbursements.
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Appendix A

Illustrative Functional
Classifications
Following is a description of functional expense classifications
usually found in the health and welfare field:
Program Service

Expenditures chargeable to the social service or "program"
function or group of functions are for those social services to the
public for which funds are requested. (Public education, when it
is part of the program for which funds are requested may be a
category of this function, as described below.) In some cases it
may be necessary to allocate costs among functions, such as rent of
a building used for both fund-raising and social service activities.
An appropriate departmentalized chart of accounts should be
maintained for classifying the expenditures relating to social services. Examples of such services are vocational training and rehabilitation, operation of clinics, individual case-work and referral
services, patient care, professional and public education and research grants. A control account with appropriate sub-accounts
for grants to other social service agencies, and to affiliates for
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use in social services rendered by them, should be maintained,
since from the standpoint of the contributing organization, these
payments are social service expenditures.
Program Service — Public Education. The cost of year-round
efforts to inform the community of dangers to the public health
or welfare and the need for individual and group precautions
should be charged to the social service function of public education. This function also includes the cost of helping the public
obtain the services offered by the organization. Some costs which
normally fall under this function are:
1. Direct costs of symposia for the instruction of the public.
2. Salaries of employees while preparing, arranging for and giving talks to groups.
3. Cost of pamphlets, letters, posters, films and other materials
which give technical information and do not contain requests
for or acknowledgments of contributions. The functions of
these materials should be determined item by item rather
than by the allocation of percentages of total costs. A solely
educational pamphlet may be included in the organization's
fund-raising mass mailing and still be charged to this function.
4. Costs of educational materials which are oriented to a particular health or welfare problem and are disseminated to
groups selected on the basis of need (for example, distributions made to or through tax-supported agencies).
Salaries and other costs which are not normally charged to
this function include those relating to:
1. Mass mailing postage at campaign time or the cost of maintenance of donor mailing lists and files.
2. Public meetings to "kick off" a campaign.
3. Purchasing or arranging for television and radio announcements which request contributions.
4. Publicity and public relations activities for the primary pur68

pose of keeping the organizations name before prospective
donors.
5. Costs of informational materials which are oriented to the
agency, contain only general information regarding the health
or welfare problem, or are distributed to lists of potential
donors.
Administration

Administrative costs are those which are incurred for: the
overall direction of the organization, general record keeping, business management, budgeting, general board activities and related purposes. (Direct supervision of social services, of public
information and education and of fund raising should be charged
to those functions.) "Overall direction" will usually include the
salaries and expenses of the chief officer of the organization and
his secretary. If he spends a portion of his time directly supervising fund-raising or social service activities, these salaries and
expenses should be prorated among those functions.
Expenses incurred in keeping a charitable organization's name
before the public, which is not properly classified as a social
service (public education) or as fund-raising expense, can be
classified as an administrative expense. The cost of dissemination
of information of this nature should be so classified because they
inform the public of the organization's "stewardship" of contributed funds through publication of appointments, the annual
report, etc.
Fund Raising

The fund-raising function encompasses more than the requesting of donations. Various expenses related to fund solicitation
and collection, which should normally also be charged to this
function, are: costs of transmitting appeals to the public including postage, addressing, and maintenance of mailing lists and
files; record keeping; the issuance of receipts; the deposit of cash
and the salaries of personnel connected with the campaign.
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Salaries of personnel connected with fund raising should include
those of regular staff members who devote the major part of
their time to the processing of contribution income, whether
during the campaign period or not. Fund-raising services and
materials received from affiliates should also be charged to this
function. The cost of any particular item of printed material
purchased in a significant quantity should be charged to social
service, administration or fund raising on the basis of the primary
use to be made of the material, determined from the content,
reasons for distribution and audience to whom it is addressed.
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Appendix B

Illustration of
An Investment Pool
Assume that three funds (named A, B and C) combined their
cash some years ago into an investment pool by simultaneous
contributions totaling $90,000. This amount of cash was invested
and subsequently on December 31, 19—, the pooled investments
on a cost basis were carried at $100,000, the original contributions plus $10,000 representing net realized gains retained by
the investment pool.
At the same date, the market value of the pooled assets was
calculated and equaled $150,000. On this basis, the unrealized
net gains are $50,000.
At this same date, a new fund (Fund D) decides to put
$100,000 in cash into the investment pool.
The following table presents the conditions shown above and
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in addition illustrates the calculation of the equity percentages
which result from the operations indicated.

Fund
A
B
C
D

Cash
Originally
Original
Contributed Equity
to Pool
Percentage

Value of Pool on
December 31, 1 9 —
Cost

New
Value After
Equity
Entry of
Fund D Percentage

$40,000
35,000
15,000

44.44%
38.89
16.67

$ 44,444
38,889
16,667

$ 66,667
58,333
25,000

$ 66,667
58,333
25,000
100,000

26.67%
23.33
10.00
40.00

$90,000

100.00%

$100,000

$150,000

$250,000

100.00%

If Fund A were to decide to withdraw from the investment pool
at this date, it would be entitled to $66,667, not $44,444. The
equity percentages to be utilized are based on market values,
even though the accounting records are kept on a cost basis.
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